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EXECUTIVE SUMMARY 
VIRGIN MOUNTAIN UTILITIES COMPANY 

DOCKET NO. W-03551A-04-0325 

On April 29, Virgin Mountain Utilities (“VMU” or “Company”), a certificated Arizona 
public service corporation, filed an application with the Anzona Corporation Commission 
(“ACC” or “Commission”) requesting approval for an extension of its existing Certificate of 
Convenience and Necessity, (‘‘CC&N’’) to include additional property in Mohave County, 
Arizona. 

On January 18,2005, Staff informed the Company that the application was sufficient for 
administrative purposes. 

~ 

VMU is an Anzona corporation, authorized by the ACC to provide water service to a 
portion of Mohave County. The Commission initially authorized VMU a CC&N in Decision 
No. 61525, (February 19, 1999). The Company currently has no customers, or ability to serve. 

The Commission conditioned authorization of the initial CC&N on VMU demonstrating 
ownership in a well and compliance with the Arizona Department of Environmental Quality 
(“ADEQ”) and the Arizona Department of Water Resources (“ADWR’). VMU failed to comply 
with filing requirements and necessitated numerous extensions of time from the Commission in 
order to demonstrate compliance with the initial CC&N. 

VMU is still not in operation, it has no distribution plant or current customers. VMU has 
one well with a total production capacity of 70 gallons-per-minute (“GPM’), two 25,000 gallon 
storage tanks and 10 (ten) 110 gallon pressure tanks. ADEQ has not approved the system to 
operate, and the system has not been issued a Public Water System number. 

The Commission has stated a goal to ensure Arizona consumer’s benefit from financially 
stable and technically fit water systems. The requested area is adjacent to Beaver Dam Water 
Company, Inc., a utility that operates in compliance with the rules and regulations of ADWR, 
ADEQ and the Commission. 

In spite of expending considerable Commission resources to assist VMU obtain 
compliance, the utility has yet to offer service to the public. Authorizing VMU additional 
territory that results in 100 connections is inconsistent with the goals of the Commission. 

Staff recommends that the Commission deny the Virgin Mountain Utilities Company 
application for an extension of its Certificate of Convenience and Necessity in a portion of 
Mohave County to provide water service. 
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Introduction 

On April 29, Virgin Mountain Utilities Company (“VMU” or “Company”), a certificated 
Arizona public service corporation, filed an application with the Arizona Corporation 
Commission (“ACC” or “Commission”) requesting approval for an extension of its existing 
Certificate of Convenience and Necessity, (“CC&N’) to include additional property in Mohave 
County, Arizona. VMU is also requesting authority to charge a Hook-Up Fee. On May 21, 
2004, Utilities Division Staff (“Staff ’) informed the Company that the application was 
insufficient for administrative purposes. 

On January 18,2005, Staff informed the Company that the application was sufficient for 
administrative purposes. 

Background 

VMU is an Arizona corporation, authorized by the ACC to provide water service to a 
portion of Mohave County. The Commission initially authorized VMU a CC&N in Decision 
No. 61525, (February 19, 1999). The Company has no customers, or current ability to serve. 

In VMU initial application, the Commission was informed that two area developers 
would capitalize the utility and provide service to area property owners. The Commission was 
further informed that the utility had no facilities, however an eight inch well had been drilled by 
one of the developers. VMU informed the Commission that initial service would be provided by 
construction of backbone facilities, with further development financed through main extension 
agreements. 

The developer informed the Commission he had not obtained related approvals from the 
Arizona Department of Water Resources (“ADWR”) or the Arizona Department of 
Environmental Quality (“ADEQ”). The Commission conditioned authorization of the CC&N on 
VMU complying with certain conditions. The Commission required VMU to “secure transfer of 
its well site and related property from the Bowler Family Trust not later than 30 days after the 
effective date of the Decision and file confirmation with the Director of the Commission’s 
Utilities Division.” 

The Commission further informed VMU that if the Company “does not timely file copies 
of the Certificate of Approval to Construct, Water Adequacy Statement, confirmation of the 
transfer of the well site, and the performance bond or its equivalent as required by the preceding 
paragraphs, then the Certificate of Convenience and Necessity for the area described in Exhibit 
A shall be deemed to be denied, without further Order by the Arizona Corporation Commission.” 

According to Decision No. 61525, VMU was required to provide the Commission well 
ownership evidence by March 19, 1999, and provide ADEQ and ADWR documentation by 
February 19,2000. 
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On March 8, 2000, VMU filed its first application with the Commission requesting a 
retroactive extension to file the ADEQ and ADWR documentation by August 18, 2000. By 
Procedural Order dated March 14,2000, the Commission provided VMU a retroactive extension 
of time to file the required ADEQ and ADWR documents by August 18,2000. 

On August 9, 2000, VMU filed a second application for an extension of time to file the 
ADWR documentation. By Procedural Order dated August 10, 2000, the Commission provided 
VMU an extension of time to file the required ADWR documents by February 19,2001. 

On February 21 , 2001 , Utilities Division Compliance and Enforcement Section notified 
VMU that it had not met certain conditions of Decision No. 61525, and as a result of the non- 
compliance, the CC&N was void. 

On February 23, 2001, VMU filed with the Commission a recorded deed of the transfer 
of the well site. By Procedural Order dated May 4, 2001, the Commission accepted VMU’s late 
file transfer deed and provided VMU a third extension of time to file the required ADWR 
documents by August 19,2001. 

On August 2, 2001, VMU filed an application for a forth extension of time to file the 
ADWR documentation. By Procedural Order dated September 7, 2001, the Commission 
provided a fourth extension of time to file the required ADWR documents by February 15,2002. 

On February 14, 2002, VMU filed an application for a fifth extension of time to file the 
ADWR documentation. By Procedural Order dated March 21,2002, the Commission provided a 
fifth extension of time to file the required ADWR documents by August 14,2002. 

On April 9,2002, VMU filed the ADWR documentation. VMU had previously filed the 
ADEQ documentation dated December 9, 1999, by its terms, the ADEQ certificate is void if the 
construction had not been completed. The proposed water system has yet to be constructed. 

By this application, VMU is seeking to extend its current 320 acre CC&N to include an 
additional one square mile parcel adjacent to the existing CC&N. 

The Extension Request 

VMU is requesting the Commission allow the Company to extend its service territory to 
include all of Section 15, of Township 39 North, South, Range 16 West of the Gila and Salt 
River Base and Meridian. 

Finance of Facilities 

According to the application VMU intends to finance the required transmission and 
distribution facilities primarily with Advances in Aid of Construction and Hook-Up Fees. 
Advances in aid of construction are often in the form of Main Extension Agreements. Main 
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Extension Agreements generally require the developer to design, construct and install, (or cause 
to be), all facilities to provide adequate service to the development. The developer is required to 
pay all costs of constructing the required facilities necessary to serve the development. Upon 
acceptance of the facilities by the utility the developer will convey the water facilities by way of 
a warranty deed. The utility will oRen refbnd ten (10) percent of the annual water revenue 
associated with development for a period of ten (1 0) years. 

Hook-Up Fees are a Commission authorized rate applied to each new customer 
connection for the purpose of financing additional common plant. Hook-Up Fees can allow for 
the equitable distribution of costs to those requiring the additional facilities. A utility will obtain 
a Hook-Up Fee Tariff to assist in financing additional plant to ensure existing customers are not 
adversely impacted by new connections. Utilities will also use such a tariff to ensure developers 
are assessed costs for common facilities on an equal basis. Hook-Up Fees are contributions to 
rate base. 

VMU is not in operation, it has no distribution plant or current customers. VMU has 
previously assured the Commission the shareholders would fund the plant needed. Until such 
time as VMU is operational, with plant in service, and a demonstrated need for additional 
common facilities Staff believes the no Hook-Up Fee should be authorized for this new utility. 

Water Production Capacity 

VMU has one well with a total production capacity of 70 gallons-per-minute (“GPM”) 
two 25,000 gallon storage tanks and 10 (ten) 110 gallon pressure tanks. 

The Company has not completed construction of the system. ADEQ has not approved 
the system to operate, therefore the system has not been issued a Public Water System number. 

The existing system has adequate production and storage capacity to serve the proposed 
CC&N area within a conventional five year planning period and can be reasonably expected to 
develop additional production and storage capacity in the future. 

Arizona Department of Water Resources (ADWR) Compliance 

VMU is not with any ADWR Active Management Area, and is in compliance with 
ADWR’s rules. 

Curtailment Plan Tariff 

VMUC0325 

A “Curtailment Plan Tariff’ is an effective tool to allow a water company to manage its 
resources during periods of water shortages due to pump breakdowns, droughts, or other 
unforeseeable events. Since VMU does not yet have a curtailment tariff, this application 
provides an opportune time to prepare and file such a tariff. 
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Therefore, Staff recommends that the Company file a curtailment tariff within 60 days 
after the effective date of any decision and order pursuant to this application. The tariff should 
be filed within the current docket of record for this water CC&N application. Staff also 
recommends that the tariff shall generally conform to the sample tariffs found posted on the 
Commission’s web site (www.cc.state.az.us/utility/water/forms.htm) or available upon request 
from Commission Staff. 

ACC Compliance 

A check with the Utilities Division, Compliance Section showed no outstanding 
compliance issues for the Company. 

Proposed Rates 

VMU has proposed to extend service to the property at its tariffed rates. 

County Franchise 

The requested area is not within the VMU Mohave County franchise. 

Staff Analysis 

The Commission has stated a goal to ensure Arizona consumer’s benefit from financially 
stable and technically fit water systems. 

VMU obtained a CC&N in 1999 and required 3 years to demonstrate compliance. VMU 
required numerous extensions of time, additional Staff time and actions on behalf of the 
Commission to retain the initial CC&N. However, in spite of expending considerable 
Commission resources to assist VMU obtain compliance, the utility has yet to offer service to the 
public. 

VMU has not constructed a water system. VMU does not have a Public Water System 
number from ADEQ. VMU does not have any customers in its current CC&N. 

VMU is requesting additional territory that could be served by Beaver Dam Water 
Company, Inc. Beaver Dam Water Company, Inc., an adjacent utility to the requested area, 
operates in compliance with the rules and regulations of ADWR, ADEQ and the Commission. 
Beaver Dam Water Company, Inc., has numerous water sources and offers customers the 
benefits of a focused management with an economy of scale to ensure long term viability. The 
Commission has seen fit to authorize Beaver Dam Water Company, Inc. additional territory, 
including the service territory of a small non-complaint utility. 

Authorizing VMU additional territory that results in 100 connections will only ensure the 
system is marginally viable at best. Taking steps to ensure that the consuming public in the 

VMUC0325 



I .  

Docket No. W-03551A-04-0325 

requested territory is served by a viable utility is consistent with the goals of Commission. 
Therefore Staff recommends the Commission deny VMU’s request for additional territory. 

I 

I Recommendations 

I 

I 
Staff recommends that the Commission deny the Virgin Mountain Utilities Company 

application for an extension of its Certificate of Convenience and Necessity in a portion of 
I 

I Mohave County to provide water service. 
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Infor& Technology Specialist 
Utilities Division 

Del Smith 9) 
Engineering Supervisor 
Utilities Division 

May 28, 2004 

UlR6lN MOUNTAIN UTlllTlES COMPANY [DOCKET NO. 1-0355111-04-03253 

The area requested by Virgin Mountain for an extenston t o  tts CC&N has been 
plotted with no complications using the legal description provided with the application (a 
copy of which is attached). 

A150 attached is a copy of the map for your files. 
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Attachments 

cc: Docket Control 
Mr. Richard Sallquist 
Ms. Deb Person (Hand Carried) 
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M E M O R A N D U M  

DATE March 15,2005 

TO: Jhmes E. Fisher 

FROM: Dorothy Hains 

RE: Water CC&N Extension Application for Virgin Mountain Utilities 
Company 
Docket No. W-03551A-04-0325 

I. Introduction 

Virgin Mountain Utilities Company (“Virgin Mountain” or “Company”) has 
submitted a Certificate of Convenience and Necessity (CC&N) extension 
application to provide water service near the town of Littlefield in northwest 
Mohave County. The requested water service area is one square mile. 

11. System Analysis 

The Company‘s water system consists of one well (70 gallons per minute), two 
25,000 gallon storage tanks, and ten 110 gallon pressure tanks. Because the 
Company has not completed construction of the system, ADEQ has not approved 
this system to operate. There are no existing customers served by the system and 
the Company does not anticipate that there will be any demand for service in its 
existing CC&N area in the immediate future. The company has projected that 
there will be 100 customers in the extension within five years. 

Staff concludes that the existing system has adequate production and storage 
capacity to serve the proposed CC&N area within a conventional five year 
planning period and can reasonably be expected to develop additional storage and 
production as required in the future. 



111. Cost Analysis 

Description 

Structure & Improvements 
(a) Pump house &piping 

(b) fencing 
Well/ well pump 
Pumping Equipment: 
7%-HP booster pumps 

Reservoir 

Storage tank 
Standpipe 

To serve the requested area, the Company plans to install transmission mains, a 
pump station and fire protection. The Company's cost estimate for full build out 
of the extension area, which would consist of 825 lots, is $1,455,790. The table 
below shows itemized costs and Staffs adjustments to reflect the cost to serve the 
initial 100 lots. Staffs cost estimate to serve the extension area during the initial 
five year period is $215,589: 

Company's cost Staff adjusted cost 
estimate ($) estimate ($) 

$7,000 (four @1,750 
$/unit) $/unit) 

$1,750 (one @1,750 

$5,000 $0' 
$25,000 $0' 

$10,000 (Five pumps @ 
$2,00O/unit) $2,000/ unit) 

$4,000 (Two pumps @ 

$1,500 (one) $0' 
$20,000 (one 28,000 gal $0' 

NARUC 
Account 
3 04 

307 
311 

330 

330.1 

330.2 Pressure tank 

Mains & Transmission: 33 1 

335 

storage tank) 

tanks) 
$7,200 (ten 110 gal $0' 

6" mains 

10" main 

Fire hydrants 

$739,200 (52,800'@ 14 

$332,640 (15,840' (@ 

$112,126 (8,009' @14 

$50,463 (2,403' @ 21 
$/ft ) $/ft) 

21 $/ft) $/ft) 

$308,250 (137 FH @ 
2,250 $/unit) $/unit) 

$47,250 (21 FH @ 2,250 

Total 1,455,790 I 215,589 

Note: 1. These are existing plant items. 

The Company's estimated water system costs, after Staffs adjustments, appear 
reasonable and appropriate. However, approval of this CC&N application does 
not imply any particular future treatment for rate base. No "used and useful" 
determination of the proposed plant in service was made, and no conclusions 
should be inferred for rate making purposes. 

IV. 
Capacity Development 

Arizona Department of Environmental Quality (ADEQ) 

Because the system construction is not completed and there is no customer on the 
system, Staff considers this system to be a new system. ADEQ Capacity 



Development rules, effective September 23, 1999, require new public drinking 
water systems to meet (1) financial capacity, (2)  managerial capacity, and (3) 
technical capacity requirements. ADEQ will accept a financial determination 
made by this Commission as meeting the financial capacity requirements for new 
water systems under the jurisdiction of the Commission. The technical and 
managerial capability is determined by ADEQ. All three components are 
combined in the final approval of the water company’s “elementary business 
plan”, pursuant to ADEQ rule R-18-4-606. The three components are reviewed 
and approved sequentially, with the technical capacity approval and “Approval to 
Construct” being the last performed. The Approval to Construct acts as a control 
point in the process, and once an Approval to Construct has been issued; it can be 
assumed that the water company has complied with the capacity development 
rules. Therefore, it is recommended that Virgin Mountain Utilities Company file 
a copy of the ADEQ “Approval of Construction” for water source/treatment plant 
and a copy of “Approval to Construct” for the water distribution system with 
Docket Control as a compliance filing in this same docket number within one year 
of the effective date of the final decision and order issued pursuant to this 
application. 

V. Arizona Department of Water Resources (ADWR) 

The Company is not located within any Active Management Area, as designated 
by ADWR. Staff recommends that the Company file with the Commission a copy 
of the developers’ Letter of Adequate Water Supply, stating that there is adequate 
water to serve the proposed customers, where applicable or when required by 
statute, within a year of the effective date of the final decision and order issued 
pursuant to this application. 

VI. Arizona Corporation Commission (ACC) 

A check with the Utilities Division Compliance Unit showed no outstanding 
compliance issues 

VI. Depreciation Rates 

Staff has developed typical and customary depreciation rates within a range of 
anticipated equipment life. These rates are presented in Table 1, and it is 
recommended that the Company use the depreciation rates by individual National 
Association of Regulatory Utility Commissioners (“NAFWC”) category, as 
delineated in the following table. 

Table 1 
Water Depreciation Rates 



Annual 
Depreciable Plant Life Accrual 

Rate (%) 

Average 
Acct. Service 
No. 

(Years) 
304 Structures & Imnrovements 30 3.33 ~~ 

305 Collecting & Impounding 40 2.50 
Reservoirs 

306 Lake, River, Canal Intakes 40 2.50 
307 Wells & Springs 30 3.33 

11 308 I Infiltration Galleries I 15 I 6.67 
309 Raw Water Supply Mains 50 2.00 
3 10 Power Generation EauiDment I 20 5.00 

320.1 Water Treatment Plants 30 3.33 
320.2 Solution Chemical Feeders 5 20.0 

330.1 Storage Tanks 45 2.22 
330.2 Pressure Tanks 20 5.00 

11 331 I Transmission &DistributionMains I 50 I 2 0 0  
333 Services 30 3.33 1 334 Meters 12 8.33 
335 Hydrants 50 2.00 
336 Backflow Prevention Devices 15 6.67 

I 339 1 Other Plant & Misc Eauipment I 1 5  16.67 
340 Office Furniture & Equipment 15 6.67 

20.00 I 340.1 Commters & Software 5 
20.00 

342 Stores EauiDment 25 4.00 
34 1 Transportation Equipment 5 

343 Tools, Shop & Garage Equipment 20 5.00 
344 Laboratow EauiDment 10 10.00 
345 I Power &erated Eauipment I 20 I 5.00 
346 Communication Equipment 10 10.00 
347 Miscellaneous EauiDment 10 10.00 

I 348 I Other Tangible Plant ---- ---- 

VII. Other Issues 

A. Arsenic 

The U.S. Environmental Protection Agency (“EPA”) has reduced the arsenic 
maximum contaminant level (“MCL”) in dnnking water from 50 micrograms per 



liter (“pg/l”) or parts per billion (“ppb”) to 10 pg/l. The date for compliance with 
the new MCL is January 23,2006. The most recent lab analysis provided by the 
Company indicates that the arsenic level in the well is 5 pg/1 which is below the 
new arsenic MCL. 

B. Curtailment Tariff 

A curtailment tariff is an effective tool to allow a water company to manage its 
resources during periods of shortages due to pump breakdowns, droughts, or other 
unforeseeable events. Since the Company does not have a curtailment tariff, this 
application provides an opportune time to prepare and file such a tariff. Staff 
recommends that the Company file a curtailment tariff as soon as possible, but no 
later than forty-five (45) days after the effective date of the final Decision and 
Order in this matter. The tariff shall be filed with Docket Control as a compliance 
item under this same docket number for Staffs review and certification. 

Staff further recommends that the tariff shall generally conform to the sample 
tariff found on the Commission’s web site at www.cc.state.az.us. Staff recognizes 
that the Company may need to make minor modifications according to their 
specific management, operational, and design requirements as necessary and 
appropriate. 

C. Off-site Hookup Fee Charges 

The Company has proposed to implement an off-site hookup fee tariff for its 
water services. Since the Company has no existing customer on its system, Staff 
considers this to be like a new CC&N. It is Staffs practice that when new water 
CC&Ns are being established not to recommend approval of off-site hookup fees. 
Staff recommends that the Company’s request be denied. 

Summary 

I. Conclusions 

1. Staff concludes that the proposed water system will have adequate production and 
storage capacity to serve the proposed CC&N area within a conventional five year 
planning period. 

2.  The Company’s estimated water system cost after Staff adjustments appear 
reasonable and appropriate. However, approval of this CC&N application does 
not imply any particular future treatment for rate base. No “used and useful” 
determination of the proposed plant in service was made, and no conclusions 
should be inferred for rate making or rate base purposes. 



11. Recommendations 

1. It is recommended that Virgin Mountain Utilities Company file a copy of the 
ADEQ “Approval of Construction” for water sourcehreatment plant and a copy of 
“Approval To Construct” for the water distribution system to the Docket Control 
within one year of the effective date of the final decision and order issued 
pursuant to this application. 

2. Staff recommends that the Company file with the Commission a copy of the 
developers’ Letter of Adequate Water Supply, stating that there is adequate water 
supply, where applicable or when required by statute, within a year of the 
effective date of the final decision and order issued pursuant to this application. 

3. Staff recommends that the Company use the depreciation rates delineated in Table 
1 for its water system. 

4. Staff recommends that the Company’s request to implement off-site hookup fees 
for its water service be denied. 

5.  Staff recommends that the Company file a curtailment tariff as soon as possible, 
but no later than forty-five (45) days after the effective date of the final Decision 
and Order in this matter. The tariff shall be filed with Docket Control as a 
compliance item under this same docket number for Staffs review and 
certification. Staff further recommends that the tariff shall generally conform to 
the sample tariff found on the Commission’s web site at mv.cc.state.az.us. 
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